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(b) DoD Directive 5124.2, “Assistant Secretary of Defense (Force
N Managenment and Personnel) ,” July 5, 1985
(c) DoD Directive 5118.3, “Assistant Secretary of Defense
(Comptroller) ,* July 11, 1972
(d) through (bb) , see enclosure 1

A REISSUANCE AND PURPOSE

This Instruction reissues and updates reference (a) to prescribe DoD
financial managenment policies for norale, welfare, and recreational (MWR)
activities, and provides guidance for nonappropriated fuud financial managenent
syst ens.

B.  APPLICABILITY

This Instruction applies to the Ofice of the Secretary of Defense (0SD) ,
and the MIlitary Departnments, (hereafter referred to collectively as “DoD Com
ponents”) . The term“Mlitary Services ,“ as used herein, refers to the Arny,
Navy, Air Force, and Marine Corps.

c. DEFI N TIONS

The terns used in this Instruction are defined in enclosure 2.

D. PQOLICY

It is DoD policy that available resources be adm nistered through sound
financial managenment practices in an economcal, efficient, and businesslike
reaner.

E. RESPONSI BI LI TI ES

1. The: Assistant Secretary of Defense (Force Management and Personnel)
(ASD(FM&P)), as stated in DoD Directive 5124.2 (reference (b)), is the prin-
cipal staff assistant to the Secretary of Defense for religious, norale,
discipline, arid welfare matters. As such, he or she is assigned responsibility
for mlitary and civilian enployee MAR prograns within the Department of
Def ense.

2. The Assistant Secretary of Defense (Comptroller) (ASD(C) ) and the
General Counsel, Departnent of Defense (GC, DoD) , shail fulfill MWR responsi -
bilities, im coordination with the ASD(FM&P), consistent wth DoD Directives
5118.3 and 5145.1 (references (c) and (d)).




3.  The Heads of DoD Conponents shall manage and use the resources within
their respective Conponents for MWR activities and shall:

_ a. Prescribe and inplenent budgeting, accounting, analysis and eval ua-
tiron, auditing, and reporting policies, systenms, and procedures to ensure
efficient nanagenent.

b. Pronulgate financial nmanagenent policies.
c. Conmply with the provisions of this Instruction.

d. Furnish financial information to conmply with DoD Directive
5000.19 (reference (e)).

e. Submt annual financial reports in accordance with section I.,
bel ow, of this Instruction.

F.  BUDCETI NG

1. General. Budgets are prepared to provide financial data to operating
managers, officials immediately above the operating nanagers, and to commanders
for managenent deci sion-making.

a. The organizational |evels described in the budgets are determ ned
by the DoD Component concerned, so |ong as provisions are nade to present data
by the categories in enclosure 3. Such budgets show the total program by
anticipated appropriated and nonappropriated resources.

b. Appropriated fund data are shown by elenents of expense described

in DoD 7220.9-M (reference (f)). The budgetary process includes consideration
of feasible alternatives when there are choices as to how program goal s and

obj ectives may be net.

2. Prescribed Budgets. The follow ng budgets shall be prepared in formats
consi dered Dost appropriate by the nmanagi ng DoD Conponent:

a. Qperating Budgets. Project incone and expense and permt com
parison and analysis of projected data with actual data.

b. Capital Budgets. Project expenditures for acquisition, construc-
tion, renovation, and expansion of capitalized fixed assets. The source of
funding and estimated conpletion date shall Dbe indicated.

c. Cash Budgets. Show the existing cash resources, anticipated cash
recei pts and disbursenments, and forecast cash bal ances on specified dates.
Cash budgets shall be derived fromand reconciled with the operating and

capital budgets.

3. Use of Budgets. Prograned performance shall be conpared to actual
performance and shall serve as a gquide for correcting unfavorable variances.

G ACCOUNTI NG

1. Appropriated Fund Accounting Systenms. Appropriated fund accounting
systens provide financial data to satisfy the requirements of DoD 7220.9-M
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(reference (f)) and this Instruction. Provisions shall be made to account for
expenses by categories and by activities designated in enclosure 3, whether
or not appropriated fund support is provided.

2. Nonappropriated Fund Accounting Systems. Accounting systens are main-
tained to nmeet requirements for nonappropriated fund financial data established
herein.  Nonappropriated accounting systems nust conply with generally accepted
accounting principles, except when specifically authorized by the ASD(C). The
organi zational |evel at which data are accounted or naintained shall be deter-
m ned by the DoD Conponent concerned. Provisions shall be made to report
data to OSD by category as prescribed in DoD Directive 1015.1 (reference (g)),
which is shown in enclosure 3. Incone and expense data shall be nmaintained in
the detail prescribed in enclosures 4 and 5 for those selected MWR activities
shown in enclosure 3.

a. The Accrual Basis of Accounting. The accrual basis of accounting
shal | be used when accounting for nonappropriated funds of the Department of
Defense. DoD Conponents may permt exceptions only when either the cash or
accrual method of accounting produces essentially the sane operating results
and financial positions.

b. Extraordinary Itenms. Extraordinary itens are events and transac-
tions that are distinguished by their unusual nature and by the infrequency of
their occurrence. These nmust be of a character significantly different from
the typical -or customary business operation. Events and transactions identi-
fied as extraordinary shall be shown in the financial statenents separately
from ordinary operations.

c. Dividends and Grants. The distribution of all dividends by Armed
Services Exchanges and other resale and revenue-sharing activities shall be
recorded and reported as decreases in equity. The receipt of these dividends
shal | be recorded and reported as “non-operating income.” Follow on distri-
bution of other grants and dividends shall be recorded and reported as “other
expense.” The receipt of dividends and grants that support recurring opera-
tions shall be recorded and reported as “non-operating incone.” The receipt of
grants for capital itens shall be recorded and reported as equity transactions.

d Equity Transactions. Transfers into and out of equity shall be
limted to net incone; net |osses; prior year corrections; entries associated
with establishment, disestablishment, or consolidation of nonappropriated fund
instrumentalities (NAFIs); and the distribution and receipt of capital.

e. Tangible Fixed Assets. Tangible fixed assets purchased with non-
appropriated funds, having mninmuns no greater than a useful |ife expectancy
of more than 2 years and acquisition costs of $300 for furniture, fixtures,
and office equipment, and $1,000 for all other property (including |and,
bui | di ngs, and ot her types of equipnent) shall be capitalized in the nonappro-
priated fund accounting records. Al NAFIs shall record and report capitalized
fixed assets in subaccounts as follows:

(1) NAFI Fixed Assets (Title remains with NAFI). To refl ect
acquisition cost (or estimated value if acquired by other than purchase),
al | ownance for depreciation, and net book val ue.




(2) Qher Fixed Assets. Government real property facilities,
| mprovenents, and equi prent procured with nonappropriated funds, title to which
is transferred to the government, to show nonappropriated funded acquisition
cost, allowance for anortization, and net book value. An explanatory footnote
shall be included in the bal ance sheet as foll ows:

“The title of real property financed with nonappropriated funds and
reported hereon is vested with the U S. Governnent.”

f. Depreciation and Anortization. Accounting for depreciation or
anortization as a cost I1s an integral part of the accrual basis of accounting.
Accordingly, capitalized assets paid with nonappropriated funds shall be -
depreci ated over the expected useful lives of such assets. Depreciation and
anort”ization shall be established and shown on the Income and Expense Statenent
(enclosure 4). The useful lives and depreciation nmethod shall be prescribed by
DoD Conponents and disclosed in the notes to the financial statenent.

g. Standard Fiscal Years. The fiscal year for all DoD NAFIs, except
Armed Services Exchanges, begins on Cctober 1 of each year and ends on Septem
ber 30 of the following year. The fiscal year for all Arned Services Exchanges
begins on February 1 of each year and ends on January 31 of the follow ng year.
A 15-day leeway is authorized for the beginning and ending dates for Arnmed
Servi ces Exchanges fiscal year periods when required to optimze the use of
resources, sinplify the performance of physical inventories, or other simlar
management actions.

h.  Uniform Charts of Accounts. A uniform chart of accounts shall be

establ i shed by each DoD Conponent to account for nonappropriated funds. A
separate uniform chart of accounts nmay be prescribed for each of the exchange

syst ens.

i. Inventory Valuation. The basis for valuing inventories must be
consistently applied and disclosed in notes to the financial statenents.

j- Purchase Discounts. In determning the cost of purchased property,
di scounts shall be deducted fromthe price billed. Such discounts are reduc-
tions of costs that represent savings achieved through paynents of bills wthin
vendor's stipulated time |imts. They are not income and shall not be accounted
for as such, since they do not produce an increase in assets based on the sale

of goods or services. In determning the cost of purchased property, the anount
to be recorded shall be the net of discount. The value of discounts not taken
shal | be charged to operations as “discounts lost.” This Instruction applies

to inventory accounting systems Oaintained at cost val ue.

k. Internal Controls. Systens of internal control shall be devel oped,
i npl enented, and naintained to ensure effectiveness of organization and the
efficiency and econony of operations; to safeguard assets; to ensure the pro-
priety of receipts and disbursements; and to ensure the accuracy and reliability

of records and reports.

1. Concessionaire (perations. Policies regarding the control of
concessionaire operations are prescribed in DoD Instruction 4105.67 (reference
(r)). DoD Conponents shall prescribe accounting and reporting procedures to
ensure that net inconme from concessionaires is included in the reports of NAFI
.income (enclosure 4) required by this Instruction.
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m Reinbursements. DoD Conponents shall ensure that timely and accurate
rei nbursenents are nmade when reinbursable transactions are required between
nonappropriated and appropriated funds. Reinbursable transactions are pro-
cessed according to procedures prescribed in DoD 7220.9-M (reference (f)).

H | NTERNAL FI NANCI AL REPCRTS

Consol i dated appropriated and nonappropriated reports are prepared and
| ssued as often as necessary to be of optinum use to management officials
wi thin DoD Conponents and to nmeet the standards of fairness of presentation,
full disclosure, and tineliness. To assist management, in establishing and
costing rate and price structures, individual nonappropriated fund instrumen-
talities (NAFI) should have data available that identifies all applicable ex-
penses to include overhead.

| OSD | NFORMVATI ON REQUI REMENTS

1. Annual Reporting. DoD Conponents shall submit annual consolidated sum
mary reports to the ASD(FM&P) pertaining to the overall financial managenment
of resources. Reports shall be consolidated by categories of MAR activities as
defined in enclosure 3. (A list of activities within each category is contained
in DoD Directive 1015.1 (reference (g)). Data elenents and codes registered
in DoD 5000.12-M (reference (i)) shall be used for the reporting requirenments
specified by this Instruction.

a. DoD Conponents shall submt only one report for each MWR category,
except when a MAR category includes a joint-Service NAFI. |In that case, they
shall submt a separate consolidated report for the joint-Service NAFI, such
as, Arny/Air Force Cvilian Wlfare Fund.

b. Wthin each category, interfund transactions, such as dividend
distributions and | oans between NAFIs, i ncl udi ng contrareceivables and payabl es,
shall be elimnated, as necessary, to ensure that the consolidated reports for
each category reflect the net results of operations and financial condition.

2. Types of Reports. Each report packet must contain Incone and Expense
Statenents (enclosure 4), Appropriated and Nonappropriated Fund Expense Sum
maries (enclosure 5), Balance Sheets (enclosure 6), Funds |nvested/ Validated
Commitnents (enclosure 8), and Narrative Anal yses, when appropriate. DoD
Conponents using automated data processing (ADP) equi pnent may submt reports
formatted differently than those prescribed, provided that all data require-
nments are net.

a. Balance Sheet and Inconme and Expense Statement. DoD Components
shal | submt an annual sunmary statenent for each MWR category, in accordance
with accounting policies contained in subsection G.2., above. DoD Conponents
may al so submt any additional reports they consider appropriate.

b. Appropriated and Nonappropriated Fund Expense Summary (Schedule A
to the Income and Expense Statenent).

(1) Data shall include all appropriated and nonappropriated fund
support. Expenses shall be fully disclosed at all organizational levels for
mlitary and civilian personnel, construction, and all other direct and indirect
operations and mai ntenance (0&41) applicable to MAR support.
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(2) General and Adm nistrative (G&) expenses, including comrand
supervision, staff management functions, and comnmon support services shall be
al located to benefiting categories based on workload. Particular care nust be
taken in reporting expenses for Category VIII, Supplemental M ssion Services
NAFIs, to ensure that these costs are directly related to the NAFI (such as, a
billeting fund) and not to the mssion (such as, billeting).

(3) Toavoid duplicate reporting, when one appropriation reinburses
anot her appropriation (including Industrial and Research, Devel opment, Test and
Eval uati on (RDT&E) Funds), data shall be provided under the appropriation that pro-
vides initial financing. Under the Appropriated Amounts colum, DoD Conponents
shall show only the support that is nonreinbursable from nonappropriated funds.

- (4) MIlitary personnel services (at rates prescribed in chapter 6
of DoD 7220.9-M (reference (f)), 0&M, RDT&E, and I ndustrial Funds resources
shall be reported in the fiscal year accrued costs are incurred.

(5) The value of mlitary construction and procurenent appropria-
tions support itens shall be reported at cost, in accordance with chapter 36 of
reference (f).

c. Funds Avail abl e/Projected Usage/ Validated Commtnent. Data shall
i ncl ude the nane of the base, installation, command. or central fund maintaining
the NAFlI investment, the amount of such investnent as of the end of the Federal
Governnent’s fiscal year, and the identification of the purposes for which these
funds have been invested.

d. Narrative Analyses. DoD Conponents shall include narrative coments
in the reporting subm ssion for each category to ensure clarity in the data
reported and/or to highlight significant operations and trends.

3. Due Dates. Report packets for all MAR categories shall be forwarded
within 120 days after the end of the Federal Governnent’s fiscal year, or
the Armed Services Exchange’'s fiscal year.

4, Reporting Requirements. The reporting requirenents prescribed herein
are assigned Report Control Synbol DD-M(A) 1344.

J. MANAGEMENT OF RESOURCES

1. Ceneral. Managenent of resources may be stated as the process of ensur-
ing that the proper resources (appropriated and nonappropriated) are obtained and
used effectively. Only appropriated fund resources authorized by DoD Directive
1015.4 (reference (j)) and by DoD Drective 1015.6 (reference (k)) may be used.

2. Nonappropriated Fund Resources

a. Cash. Cash balances shall be limted to the Oinimumrequired to
satisfy imediate needs. The use of financial institutions operating on DoD
installations according to DoD Directive 1000.11 (reference (1)) is encouraged.
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(1) Funds shall not be maintained in a bank, savings association, or
credit union unless they are insured by the applicable Federal insurer or
notice is received of the institution's pledge of collateral to the U S
Treasury under the terns of Treasury Department Grcular 176 (reference (m).
Funds that exceed established insurance limits shall be collateralized. \Wen
cash bal ances exceed the pledged collateral through normal account activity,
the NAFI will advise the financial institution to increase the collateral. The
agency W ll advise the Treasury of the request for additional collateral and
the Treasury will verify the additional collateral is at the Federal Reserve
Bank-and so advi se the agency.

(a) The applicable insurance agency for banks is the Federal
Deposit Insurance Corporation (FDIC).

(b) The Federal insurer for savings associations as defined in
DoD Directive 1000.11 (reference (1)) are the Federal Savings and Loan Insur-
ance Corporation (FSLIC) and the Federal Deposit |nsurance Corporation (FDIC).

(c) federal insurance for credit unions is provided by the
National Credit Union Share |nsurance Fund (NCUSIF). DoD | nstruction 1000. 10
(reference (n)), provides that credit unions serving on DoD installations
may be covered by any state-sponsored or private share insurance plan that
s at |east equal to the NCUSIF coverage required for Federal credit unions.

(2) Funds naintained in U S Mlitary Banking Facilities at overseas
| ocations are collateralized to the U S. Treasury under the terns of parent
banking institution contracts with the Department of Defense. Funds, at
mnimum | evel s, may be maintained in other institutions overseas only wth
designation of the institution as a “depository and financial agent of the
U S. CGovernment,” by the Treasury Department. In making this designation,
Treasury will attenpt to obtain an agreenent for collateralization. Non-
col lateralized dollar balances for foreign financial institutions wll be
limted to clearing/sweep accounts. Such bal ances nust be maintained at
m ni num | evel s.

~(3) Cash account bal ances shall be in the formof US. currency, US.
dollar instruments, or military payment certificates (MPCs) under the authority

of DoD Instruction 7360.5 (reference (0)), except when foreign currency is
requi red under paragraph J.2.i., bel ow.

b. Investnents. Funds shall not be accunmulated nmerely for investnent
(i.e., interest incone) purposes. However, each DoD Conponent shall take -
action to ensure that adequate investments are established to fund replacenent
of tangible fixed assets, enployee severance pay, pension plans, construction
and alteration of facilities, nobilization contingencies, and new operational
progranms that may be introduced.

(1) Each DoD Conponent shall ensure that the investnents are not exces-
sive to needs. To this end, the DoD Conponents shall establish procedures to
require identification and classification of the purposes for which funds are
invested by all NAFIs within the Conmponents, including those working capital
funds tenporarily invested, awaiting use in future day-to-day NAFI operations.
Managenent shall periodically review and docunent the investment needs of each
NAFI to ensure that adequate funds have been invested properly to neet all

future expenditures.



(2) Each DoD Conponent shall establish, based on its cash managenent
systens, positive prograns to nminimze the period of time during which NAFs
are invested, awaiting expenditure for capital inprovements. These prograns
shoul d be based upon the prem se of a “going concern” for all MWR categories;
that is, capital expenditures financing should include future cash inflows
and outflows in determning the amount of funds required to be available.

(3) Each DoD Conponent shall exercise utnost caution to ensure the
safety of invested funds. \Wen dealing with financial institutions and their
insurers, it is inperative that the NAFI be designated in witing as required
by DoD Directive 1015.1 (reference (g)). Signatures of designated persons
aut hori zed to sign checks on behalf of NAFIs nmust be filed with the banks,
savi ngs associations, or credit unions. Balances in these institutions that
exceed the amount insured (i.e., $100,000) shall not be maintained until notice
is received that the institution has pledged obligations (securities) of the
U.S. Government or U S. Government Agencies to cover the balance that exceeds
$100, 000 according to Treasury Departnent Grcular 176 (reference (m). Wen
fund bal ances excluding the insured amount exceed pledged securities, the
NAFI wi |l advise the financial institution to pledge additional securities
to cover the excess balance. The NAFI will advise the Treasury of the request
for additional securities. The Treasury will confirmthe receipt of the
addi tional securities at the Federal Reserve Bank and pronptly advise the

agency.

(4) An interest in trust fund accounts for several organizations,
individuals, or entities is limted to $100,000 unless records are naintained
of the balance for each organization, individual, or entity and has been
accepted by the insurer. If multiple coverage is desired, DoD Conponents mnust
mai ntain records reflecting daily changes for each entity having an interest in
the account; and in all cases the information nust be available within 3 days.
For exanple, if one NAFI has $100,000 and another $60,000, then total insurance
coverage is $160, 000.

(5) DoD Conponents shall ensure sufficient liquidity of investnents
while earning a conpetitive rate of return.

(6) Management reviews of investnent accounts shall be conducted to
ensure adequacy of applicable investnent regulations.

(7) Investments of nonappropriated funds are limted to the follow
ing, with the the exception of retirement funds. (For retirement funds, see

paragraph J.2.h.)

(a) Banks. Interest-bearing checking accounts as provided by
12 U.S.C. 1832(a) (reference (p)), savings accounts, tinme deposits, and cer’
tificates of deposit to the anmount insured by the FDIC, FSLIC or by pl edge of

collateral in accordance with Treasury Department Grcular 176 (reference (m).

(b) Savi ngs Associations. Interest-bearing checking accounts as
provided by reference (p), savings accounts, share accounts, and certificates
of deposit to the anmount they are insured by the FDI C or FSLIC or by pledge of
collateral in accordance with reference (n.
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(c) Cedit Unions. Funds shall only be invested in credit unions
insured in accordance with subparagraph J.2.a. (I)(c). Amounts that exceed the
establ i shed maxi mum insurance coverage shall be collateralized in accordance
with Treasury Department Circular 176 (reference (m) or approved in principle
by the administrator of the NCUSIF for nultiple NAFI accounts for |arger
anounts.  Funds may not be invested'in credit union certificates of indebted-
ness unless specific insurance coverage is extended to those accounts by the
i nsurer.

(d) U S. CGovernnment Securities. Obligations of the Federal
CGovernment, guaranteed as to principal and interest by the U S Government
or obligations issued by U S. Governnent-Sponsored enterprises. Certain
securities are guaranteed by the “full faith and credit” of the U S. Govern-
ment (principal and interest) while other securities are issued by “U S
Gover nment - sponsored enterprises.” These “U. S. Governnent-sponsored enter-
prises” were established and chartered by the Federal Governnent and are
sponsored by a governnent agency, although they are privately owned and gener-
ally privately financed. Exanples of securities that are “full faith and
credit” and that are “Government-sponsored enterprises” are |listed bel ow
(not all-inclusive):

Full Faith & Credit CGover nent - Sponsored Enterpri ses
1. Al US Treasury Securities 1. FarmCredit System

(Bills, Notes, & Bonds) a. Banks for Cooperatives

b. Federal Internediate Bank Debentures

2. Departnent of Housing & Urban c. Federal Land Bank

Devel opment

Communi ty Devel opment Block

G ant

2. Federal Hone Loan Bank (FHLR)

3. Farmers Home Administration
Certificates of Beneficial 3.  Federal Hone Loan Mortgage Corporation
Owner shi p (FHLMC, “Freddie Mac")

4, CGovernnment National Mrtgage 4. Federal National Mrtgage Association
Associ ati on (GNMA) (FNMA, “Fanni e Mae”)

5. Overseas Private Investnment 5. Student Loan Marketing Association
Cor poration (OPIC) (SLMA, “Sallie Mae")

6. Small Business Adm nistration:
Small Busi ness | nvestnment Cos.
State/ Local Devel opnent Cos.

7. US Miritime Admnistration
Title XI Ship Mrtgage Bonds



| nvest nent nmanagers shoul d be aware of the differences between “full faith and
credit” securities and “Government-sponsored enterprises” securities. |nvest-
ments are permtted in both types of securities, although there is a greater
ri sk associated with securities issued by Governnent-sponsored enterprises.

| nvest ment managers should consider this difference when purchasing such
securities and should diversify the portfolio to always include securities that
are “full faith and credit.”

(e) Repurchases and Reverse Repurchases of Book Entry and Cer
tificate Securities. Repurchase and Reverse Repurchase agreements shall be
limted to U S. Government Securities and shall be made only with primry
government securities dealers designated by the Federal Reserve Bank of New
York, or with banks that neet high capital adequacy standards established by
the NAFI. Primary governnment securities dealers must meet and certify to the
NAFI their conpliance with the “Capital Adequacy Cuidelines for U S. Governnent
Securities Dealers” as published by the Federal Reserve Bank of New York. The
bank nust neet capital adequacy standards established by the NAFI and confirned
by an independnet bank rating service external to the NAFlI rating procedures.
NAFIs nust require collateral in the amount of 100% of market value of the
purchased security, plus interest. Collateral for repurchase agreenents is
restricted to U S. Governnment Full Faith and Credit Securities. To preclude
frequent calls to mark-to-the market, collateral in the anount of 102% of
market value plus interest is desirable for U S Treasury Securities (Bills,
Notes and Bonds). Collateral in the amount of 104% of market val ue plus
interest is desirable for all other US. Government Full Faith and Credit

Securities.

1 Saf ekeepi ng of Repurchase Instruments. Book entries Oust be
wred to a third-party bank selected by the NAFI. Alternatively, securities
Oust be delivered to a bank designated by the NAFI. |In either case, the
i nstrunents cannot be mngled wth the assets of the bank, and the NAFI nust
receive a safekeeping receipt for the securities. Third party banks nust meet
the sane rating standards as investnent banks. Enclosure 9, attachment 1,
contains the necessary |language to provide the NAFI with a Power of Attorney to
negotiate the securities, if necessary.

2 Selling Treasury Paper. For tenporary use of funds, use enclo-
sure 10, attachnent 1, and handle the transaction in the same manner as the
repurchase agreement.

3 Availability of Funds. In both cases, the funds should be
avai | able to-the NAFI or the financial institution on the day the transaction
is made. Interest begins on date of sale or purchase and ends on the day
before the transaction is conpleted.

(f) Eurodollar. [If the Eurodollar narket offers significantly higher
yields, funds can be deposited with a U S. bank dealing in this market. The
bank nust pledge collateral for all funds that exceed FDI C coverage with the
Treasury Department under the terns of Treasury Departnent Crcular 176
(reference (m). Collateral nust be sufficient to cover principal and interest
at all tines.
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c. Receivables. Action shall be taken to collect receivables in a pronpt
and efficient manner.

d.  Inventories. Investnents in inventories shall be held to a m ninmm
consi stent with the maintenance of adequate stocks of proper quality to neet
demand.

e. Borrowing Policies. DoD Conponent NAFIs shall base all borrow ng deci -
sions on sound econom c¢ and financial management factors for the best possible
cost/benefit relationship for both borrower and lender. To the extent funds
are not available fromwthin the Conponent, inter-Conponent borrowi ng at DoD
Conponent level will be considered as an alternative to comercial borrow ng.
Conponents shall establish procedures to consunmate inter-Conponent borrow ng
transactions when the Conponents concerned determ ne that such |oans are
mut ual |y advant ageous.

f.  US. Severance Pay and Rel ated Benefits. Those DoD Conponents whose
NAFIs accrue liabilities for U S severance pay and related benefits shall set
aside funds on a regular and current basis for eventual use in defraying seve-
rance liabilities. Wile factors such as NAFI size, experience, expectation,
and relationship of the amount of payments to overall NAFI operating capital
enter into such determnations, DoD Conponents should not unnecessarily restrict
cash that could be nore appropriately used to further NAFI financial objectives.
In any circunstances, DoD Conponent NAFIs nust ensure sufficient cash avail-
ability to defray paynent of all severance benefits for United States enployees
when due.

g. Severance Pay--Foreign Nationals (FNs). Nonappropriated funds shall
be set aside for investnent on a regular and current basis when they are to
be used to make direct paynents to FN enpl oyees upon their separation from
DoD NAFI enpl oyment. Funds set aside and invested for this purpose shall be
appropriately identified and restricted from other use on DoD Conponent NAFI
Bal ance Sheet Financial Statements. As a mninmum the anount set aside on a
Conponent -wi de basis nust be sufficient to defray all severance paynents |ikely
to become due at any point in tine, wthout recourse to other NAP assets wthin
the DoD Conponent. In establishing such Conponent-w de funding |evels, con-
sideration nmust be given to those factors (size, nature, experience, and
expectation) often applied to funding determ nations under self-insurance
prograns. Additionally, to ensure the validity of statements of FN severance
liabilities upon which funding determ nations are based, the DoD Conponents
shal | establish procedures to verify their accuracy periodically and ensure
t hat adequate nonappropriated funds are available to discharge these
responsibilities when they are due and payabl e.

h. Retirenent Plan Funding Policy. Policies pertaining to the managenent,
i nvestnent, and adm nistration of retirenment plans are contained in DoD 1401.1-M
reference (q).
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. Foreign Currency. Speculation in foreign currencies is prohibited.
However, in foreign areas there may be valid reasons to acquire and use foreign
currencies. Policies and procedures may be found respectively in DoD Directive
7360.11 (reference (r)) and in DoD Instruction 7360.9 (reference (s)).

(1) Foreign currencies to neet payrolls and related costs shall be
obtained as needed. Foreign currency holdings to pay the cost of routine
operating expenses normally shall not exceed the level required for a 30-day
period. Under exceptional conditions, DoD Conponents may approve the hol ding
of a 45-day foreign currency requirement. Foreign currencies nmay be held at
the discretion of the DoD Conponents concerned, in support of construction and
severance, to avoid or Oinimze |osses due to currency fluctuations and reval -

uat i ons.

(2) Factors to consider in making decisions regarding foreign currency
include the probability of fluctuations, revaluations, and the conparative
rate of return on foreign currency hol dings as opposed to dollar instrunents.
U S mlitary banking facilities or other financial institutions designated by
the Treasury Department are to be use to hold currencies when authorized under
host country law. In the absence of such institutions, funds shall be held in
Forei gn banks, as designated by the Treasury Departnent.

j. Distribution of Dividends. DoD Conponents shall ensure that funds
received from Armed Services Exchanges and Ot her Resale and Revenue-Sharing
Activities are equitably distributed by MIlitary Service headquarters, ngjor
commands, |ocal commands, or a conbination of these based upon denonstrated

MAR program needs.

k. NAF-Fi nanced Facilities and Structures

(1) A building or structure constructed or purchased using nonappro-
priated funds shall not be diverted to a use other than in direct support of
the MWR purpose for which it was acquired wthout the prior concurrence of
the Head of the DoD Conponent, or a designee.

(2) In accordance with 40 U.S.C. 485(c) (reference (t)), the net pro-
ceeds fromthe sale of a building or structure, acquired or constructed using
nonappropriated fund resources and subsequently sold upon disposition of
governnent property, shall be credited to the applicable NAFI as determ ned
by the DoD Conponent concerned. \Wen the Conponent deens it unecononical or
i mpractical to ascertain the amount of net proceeds, the proceeds shall be
credited to mscellaneous receipts of the U S. Treasury.

K. ANALYSI S AND EVALUATI ON

1. DoD Conponents shall prescribe appropriate analysis and eval uation
procedures and indicators to ensure that prograns are meeting objectives for
whi ch established. The frequency and scope of prescribed requirements nust be
aligned to the financial nmanagenent conplexity or sinplicity of the various
activities involved. Performance of the analysis and eval uation function
must be followed by the appropriate corrective actions.

2. At least annually, the ASD(FM&P) shall review DoD NAF investnent
practices and policies with NAFI investnent fund managers, O0ASD(C) representa
tives, and consultants from outside the Departnent of Defense. This wll
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provide a forumfor the free exchange of information anong DoD Conponents
concerning short-term and |ong-term NAF investnents, rates of return, and
financial institutions.

3. Rates of return shall be calculated quarterly by DoD conponents for
each investment fund. The short-term(i.e., non-retirement) rate of return
shal | be calculated in conformance with enclosure 11. The short-termrates
of return shall be quarterly and fiscal year-to-date with the fiscal year
beginning 1 Cctober (e.g., 1 Cctober - 31 March, see enclosure 11). The
exchange services will conpute a quarterly rate of return using their quarterly
intervals (e.g., quarter ending April 24) and a year-to-date rate of return
using the beginning date of their fiscal year (e.g., January 24).

4. Rates of return should be conpleted not later than 60 days after the
end of a particular quarter. The rates of return calculations will start wth
the first quarter beginning after this instruction has been officially ap
proved. The initial year-to-date data will begin with the same begi m ng
quarter. The initial year-to-date figures wll Dbe superseded when a norna
year has begun. Each DoD Conponent shall naintain the rates of return calcu-
| ations for presentation at the annual DoD NAF Review of |nvestnent Management.

L. AUDI TI NG

DoD audit policy is contained in DoD Directives 7600.2 and 7600.7 (refer-
ences (u) and (v)) and DoD Instructions 7600.3 and 7600.6 (references (w)
and (x)).

M RI SK MANAGENMVENT

DoD Components shall ensure that nonappropriated fund assets are adequately
protected against loss. The methods in which assets are protected will encom
pass sound risk managenment principles that will not only protect the financial
integrity of NAFIs, but will also satisfy all applicable insurance [aws (both
domestic and foreign) while providing the broadest, nost cost-effective protec-
tion available. The techniques of handling the risk of loss shall be deter-

m ned by each DoD Conponent.
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EFFECTI VE DATE AND | MPLEMENTATI ON

This Instruction is effective immediately. Forward two copies of inple-

menting docunents to the Assistant Secretary of Defense (Force Managenent and

Personnel) within 120 days.

David J.//Armor
Aetr hg

Encl osures -- 11

L.
2.
3.
4

_()"I

HH

Ref er ences

Definitions

Fi nanci al Reporting Categories

Statement of Nonappropriated Fund Instrunmentalities Income and Expense
(Sampl e Format)

Schedule A to Incone and Expense Statenent -- Appropriated and
Nonappropri ated Fund Expense Sunmmary (Sanple Format)

Nonappropriated Fund Instrunentalities Balance Sheet (Sanple Fornat)
Expense Caption Definitions

Nonappropri ated Funds Avail abl e/ Projected Usage (Sanple Format)
Sampl e Repurchase Agreenent, Seller’s Letter

Sampl e Repurchase Agreenent, Purchaser’'s Letter

Cal culation of the Rate of Return for Short-Term Investnents
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REFERENCES, conti nued

DoD Directive 5145.1, “General Counsel of the Department of Defense,”
January 7, 1959
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authori zed by DoD Instruction 7220.9, Cctober 22, 1981

DoD Directive 1015.1, “Establishnent, Managenent, and Control of Non-
appropriated Fund Instrumentalities,” August 19, 1981

DoD I nstruction 4105.67, “Nonappropriated Fund Procurement Policy,”

Cct ober 2, 1981
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Septenber 8, 1981
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DoD Directive 7600.2, “Audit Policies,” January 10, 1985

DoD Directive 7600.7, “DoD Internal Audit Standards, Policies, and
Procedures,” QOctober 31, 1983

DoD Instruction 7600.3, “Internal Audit in the Departnent of Defense,”
January 4, 1974

DoD I nstruction 7600.6, “Audit of Nonappropriated Funds and Rel ated
Activities,” January 4, 1974

DoD I nstruction 1000.15, “Private Organizations on DoD Installations,”
Septenber 22, 1978 y
DoD Instruction 1330.20, “Reporting of Mrale, Wlfare, and Recreationa
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DoD Directive 4270.24, “Unspecified Mnor Construction, Emergency
Construction, and Restoration or Replacenent of Danmaged or Destroyed
Facilities,” March 21, 1983

DoD Instruction 7510.4, “Uniform Policy for Charging Accessorial and/or
Adm nistrative Costs Incident to Issues, Sales, and Transfers of
Materials, Supplies and Equipnent,” April 7, 1967
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DEFI NI TI ONS

1. Accrual Basis of Accounting. The recognition in the books and records of
account of the significant and accountable aspects of financial transactions
or events as they occur. Under this basis, the accounting system provides a
current systematic record of changes in assets, liabilities, and sources of
funds growing out of the incurrence of costs and expenses, the earning of
revenues, the receipt and disbursenent of cash, and other financial trans-
actions.

2. "Appropriated Resources. Assets (personnel, noney, material, real property)
provi ded from appropriated funds to support MwR functions.

3. Depreciation Accounting. A system of accounting that distributes the cost
or other basic value of tangible capital assets, less salvage (if any), over
the estimated useful life of such assets in a systematic and rational manner.
It is a process of allocation, not of valuation.

4,  Direct Operations and Mintenance Support Costs. Al appropriated fund
costs of personnel assigned to MWR activities and all appropriated fund costs
of supplies, equipnent, travel, and contractual services related directly to
MAR prograns.

5. Financial Mnagement. That aspect of total managenent that provides
direction, guidance, and control of financial operations to achieve program
obj ectives through the application of planning, budgeting, accounting, report-
i ng, managenent of resources, auditing, and analysis and eval uation.

6. Ceneral and Adm nistrative (G&) Expenses. A classification of expense

incurred in the general direction of an enterprise as a whole, as contrasted
with expense of a nore specific function, subject to direct allocation to a

specific MWR activity.

7. Mrale, Wlfare and Recreational (MWR) Activities. Those activities
exclusive of private organizations as defined in Doll Instruction 1000. 15
(reference (y)) located on mlitary installations or on property controlled

(by lease or other means) by a Mlitary Department or furnished by a DoD
contractor, which provide for the confort, pleasure, contentnent, and mental
and physical inmprovement of authorized DoD personnel by providing recreational
and free-time progranms, self-devel opment programs, resale nerchandi se and
services, or general welfare. MWR activities may be funded wholly w th appro-
priated funds, primarily with nonappropriated funds, or with any conbination of
appropriated and nonappropriated funds.

8. Nonappropriated Funds (NAFs). Cash and other assets received by NAFIs
from sources other than nonies appropriated by the Congress of the United

States. NAFs are public nonies; they are used for the collective benefit of
mlitary personnel, their dependents, and authorized civilians who generated

them These funds are separate and apart fromfunds that are recorded in the
books of the Treasurer of the United States.
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9. Nonappropriated Fund Instrunentality (NAFI). An integral DoD organiza-
tional entity that performs Governnent functions . It acts to provide or assist
other DoD organizations in providing MAR prograns for mlitary personnel and
authorized civilians. It is established and maintained individually or jointly
by the Heads of the DoD Conponents. As a fiscal entity, it maintains custody
of and control over its nonappropriated funds. It is also responsible to
carefully adm nister, safeguard, preserve, and maintain those appropriated fund
resources made available to carry out its function. Wth its nonappropriated
funds, it contributes to MWR prograns of other authorized organizational
entities when so authorized. It is not incorporated under the |aws of any
state or the District of Colunbia, and it enjoys the legal status of an instru-
mentality of the United States.

10. Rate of Return. Consists of a dollar-weighted yield, based on the actual

cost of the assets, and a separate yield, based on the current market val ue of
the assets. A sanple of the conputations necessary to conpute rate of return
is shown at enclosure 11.

11. Resale Inventory. Designates the aggregate of those items of tangible
personal property that are held as a stock of goods for sale in the ordinary
course of business; in process of production for such sale; or to be consuned
in the production of goods or services to be available for sale.
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FI NANCI AL REPORTI NG CATEGORI ES

CATEGORY .

EXPLANATI ON OF EACH CATEGORY/

SELECTI VE ACTIVITIES AS

CONTAI NED I'N DCD DI RECTI VE

1015. 1 (rereReENCE (Q))

“Armed Servi ces
Exchanges

II. O her Resale and
Revenue- Shari ng

I11. Mlitary General
Wl fare and Recreation

I ncl udes the functions of providing
t hrough the Conponents’ Exchange
Systens rei mbursabl e goods and
services to authorized patrons and

funds

to support other designated

MWR prograns.

I ncl udes the functions of providing,
other than through exchanges, re-
| mbur sabl e goods and services to
authorized patrons, and funds to
support other designated noral e pro-

grans.

Separate financial records

pertaining to the follow ng selected
Category Il. activities shall be main-
tained at a level determ ned by DoD
Conmponent s:

Cvilian Enpl oyee Restaurants/Cafeterias.

Class VI Stores/Consolidated Package Stores.

Stars and Stripes Newspapers.

I ncl udes those functions of providing
specific welfare and recreation pro-

gr ans

for mlitary personnel. Includes

two subcategories: Category III.A.,
consi sting of NAFIs that provide non-
appropriated fund support and Category

ITI.B.

, consisting of MWR activities that

are generally admnistered by special
services or recreation officers. These
activities shall not be established,

or gani

zed, or operated as NAFIs. They

may be funded solely with appropriated

f unds,

primarily with NAFs, or with
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FI NANCI AL REPORTI NG CATEGORI ES (conti nued)

CATEGORY

EXPLANATI ON OF EACH CATEGORY/
SELECTI VE ACTI VI TI ES

any conbination of these. Nonappro -
priated fund support, if any, shall be
provi ded by NAFIs |listed in Category
111. A

Subsi di ary accounts of income and

expense pertaining to the follow ng
sel ected Category III.B. activities
shal | be separately naintained at a
| evel determ ned by DoD Conponents:

Armed Forces Recreation Centers (includes
all related sports/outdoor recreation/
social prograns operated in conjunction
with these rest facilities).

Arts & Craft (includes autonotive
crafts).

Bow ing (includes all collateral
operations financed as an integral part
of this activity).

Child Care Centers.

Dependent Youth Activities.

Gol f (includes all collateral opera-
tions financed as an integral part of
this activity).

Li brari es.

Mbtion Pictures.

Qut door Recreation (includes operation
of outdoor recreation areas, parks,
beaches, marinas, riding stables,
hunting and fishing areas, travel canps,
canpgrounds, equi pment centers, hiking
trails, Ootor sports activities, cabins
and cottages).
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FI NANCI AL REPORTI NG CATEGORI ES (conti nued)

CATEGORY

EXPLANATI ON OF EACH CATEGORY/
SELECTI VE ACTI VI TI ES

V. CGvilian Enpl oyee
General Wl fare and
Recreati on

V. Open Messes

VI. Oher Menbership
Associ ati ons

VI1. Common Support
Servi ces NAFIs

Recreation Center and Conparabl e
Activities (includes T.V. view ng;
games; amusenent machines; dances;
parties, group tours, service enter-
tai nment prograns, nusic and theatre
activities; and travel, tour and ticket
information (comercial ticketing
activities)

Sports (exclusive of bowing and golf).

I ncl udes those functions of providing
wel fare and recreation prograns for
the primary use of DoD civilian

enpl oyees.

I ncl udes the function of providing
messing, including essential feeding,
when required; social prograns; ser-
vices; and facilities. This may serve to
provide installation protocol functions.
This also includes comand and Component-
| evel organi zations and programns
established prinmarily to support this
function,

I ncl udes the function of providing

MR prograns, services, and facilities
(other than open nesses) to speci al

interest groups. These NAFIs neit her
receive revenue fromnor distribute

di vidends to other NAFIs, except as

approved by the DoD Conponent.  Merchan-
dise is sold only to menbers and is directly
related to the purpose and function

of the nenbership association.

| ncl udes all NAFIs perform ng consoli-
dated support services functions such
as accounting, procurenent, or personnel
services for nore than one category

of NAFIs identified in this enclosure.
This does not include staff managenent
functions at installation, najor
conmand, or service headquarters |evels,
the costs of which are allocated,

based on workload to the benefiting

cat egori es.
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FI NANCI AL REPORTI NG CATEGORI ES (conti nued)

CATEGORY

EXPLANATI ON OF EACH CATEGCRY/
SELECTI VE ACTI VI TI ES

VIII. Supplemental M ssion
Servi ces NAFIs

| ncl udes al | NAFIs providi ng MAR
services that supplement the mssion
of training, health, billeting, or

ot her appropriated funded prograns.
(NOTE :  Appropriated fund costs of
these prograns and the personel
assigned, shall be reported according
to this Instruction only to the

extent that they relate directly to

t he NAFI-operated functions. For
exanpl e, appropriated fund costs of
operating bachelor officers quarters
shal | not be charged to Category VIII.
However > prorated costs Of appropri-
ated funded personnel who perform
collateral duties of collecting, ac-
counting, or disbursing nonappropriated
funds shall Dbe reported.)
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(Identity)1
DoD COVPONENT

STATEMENT OF NONAPPROPRI ATED FUND | NSTRUVENTALI TI ES
NCOVE AND EXPENSE
(SANPLE FORMAT)

FOR THE PERI OD ENDI NG

Current Prior

Year Year
FY FY
Al BS . . XXX XXX
Cost of Goods Sold . . . . . . . c(xxx)  (Xxx)
RIS VRGN . . . o o (xxx)  (XxX)
G her QOperating |ncone
Participation Fees and Charges . . . . . . . . . . . . . . . ... XXX XXX
Dues and ASSES SCENL . . . . . . . XXX XXX
Concessionaire Payments . . . . . . . . . XXX XXX
Qher XXX XXX
Total Cther Gperating Income. . . . . . . . .. ... ... . . ... ..., XXX XXX
GROSS OPERATINGZINCOME ................................. XXX XXX
Qperating EXPENSES & . . . . . . e (xsx)  (XXX)
CPERATING MARGIN . . o o o o e, XXX XXX
Q her
Dividends . . .. .. .. ... S XXX XXX
FANS . . o XXX XXX
Cher (Specify) 2. . . . o o o XXX XXX
Tot al Nonoperatingzlncome ............................ XXX XXX
Qther Expense (Specify)y > . . . . . . (xxx)  (XXX)
NET | NCOVE BEFORE EXTRAORDINARY ITEMS . . . . . . . . . . ... XXX XXX
Extraordinary Itefs (SpeCify)~ " . . . . . . . . ... XXX XXX
NET INCOME . . . XXX XXX

1 Show MWR category as in enclosure 3. Category VII. MWR activities shall
not submt this statement since all NAF expenses are reinmbursed and reported
by benefiting NAFIs. Schedule A shall be prepared by Category VII. MWR
activities to report only appropriated fund costs.
A breakout of NAF expenses shall be shown on Schedule A along with applica
bl e appropriated support costs. NAF depreciation will be included as an
operating expense. The sum of Operating Expenses, O her Expenses, and

Extraordi nary Expenses nust equal total nonappropriated fund costs reported
on Schedule A, enclosure 5.
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SCHEDULE A TO I NCOVE AND EXPENSE STATEMENT
( SAVPLE FORMAT)
(ldentity) R¥A

Dol ) COVPONENT

APPROPRI ATED AND NONAPPROPRI ATED FUND EXPENSE SUMMARY
FOR PERI GD ENDI NG

NONAPPROPRI%TED
COST EXPENSE CAPTI ONS * APPRCOPRI ATED AMOUNTS °, ANOUNTS
(Appropriation Identity) Tota
MIlitary Personnel X X X X X X N A
Cvilian Personnel
(Sal aries & \ges) X X X X X X X’
Cvilian Personnel
(Services & Benefits) X X X X X X X’
Uilities & Rents X X X X X X X
Communi cat i ons X X X X X X X
Mai nt enance & Repair
(I'ncluding M nor
Construction) X X X X X X X
Suppl i es & Equi prent X X X X X X X
Transportation of Persons X X X X X X X
Transportation of Things X X X X X X X
Rei mbursed Common Services . ............ NA. ... X,
NAF Depreciation ... NA. ... ..., X
All Oher Expense (Specify) X X X XX, X Xg
TOTAL EXPENSE X X X X X X X
CAPI TAL EXPENDI TURE CAPTI ONS
Construction of Facilities
Appr opri at ed X X X X X X N A
Nonappropriated (Legal
Comm tnents) 9 N A N A X
Equi pment (I nvest nent - Type) X X X X X X X_
TOTAL COSTS X_ X

B~ oo

Show MAR Category as in enclosure 3.

services are reinbursed by and shall

Category VII activities shall include
only appropriated expenses on this statenent. (NAF expenses for common

be reported by benefiting MWR activities.

Expense caption definitions are attached as enclosure 7.
| ncl ude all obligations during the fiscal
Show applicable appropriation captions (such as, O&%M procurenment, mlitary
Funds) .

construction, RDT&E, and | ndustri al

Include all items of appropriated fund support reinbursed by nonappropriated

funds .

period. Exclude reinbursenents.

These figures shall equal the totals of those reported on the "NAFI

Enpl oyer Conpensation and Benefit Prograns Report” (DoD Instruction 1330. 20,

reference (z) for NAF enployee salaries and benefits)

NAP depreciation represents wite-off of capital purchases as they are used;

therefore, depreciation expense should not be included in total costs after

capital expenditures are added.
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8 Nonappropri ated expense total equals the total of Operating, Oher, and Extra-
ordi nary Expenses shown on the Statenent of Nonappropriated Fund |ncome and

Expense (enclosure 4).

’ Duly Executed Contractual Conm tnent.
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(Identity) °

DCD  COMPONENT .
NONAPPROPRI ATED FUND | NSTRUVENTALT TT ES BALANCE SHEET

ASSETS

CURRENT :

CASH

| NVESTMENTS

RECEI VABLES

| NVENTORI ES

OTHER

TOTAL CURRENT ASSETS

NONCURRENT :

NAFI FI XED ASSETS

ACCUMULATED
DEPRECI ATI ON

NET BOOK VALUE

OTHER FI XED ASSETS
(GOVERNMENT TI TLE)

ACCUMULATED
AMORTI ZATI ON

NET BOOK VALUE’
OTHER

TOTAL ASSETS

1
2

AS COF

( SAMPLE FORMAT)

< X

Show MWR category as in enclosure 3.
to Category III .B. activities,

An explanatory note will be nade that

LI ABI LI TI ES

CURRENT :

ACCOUNTS PAYABLE X
OTHER X_

TOTAL CURRENT LI ABILITIES X
LONG TERM :

LOANS PAYABLE X

OTHER ). X

TOTAL LI ABILITIES X

NET WORTH’
CAPI TAL X

TOTAL LIABILITIES & NET
WORTH X

The Bal ance Sheet is not applicable

“The title of real property financed

wi th nonappropriated funds and reported hereon is vested with the U S

3 Government. "

schedul e.

A reconciliation of net worth changes shall be shown here or on a separate
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EXPENSE CAPTI ON DEFI NI TI ONS

1. Appropriated Fund Definitions. (It should be noted that the expense
caption definitions do not coincide exactly with the elements of expense
of DoD 7220.9-M (reference (f)).

a. Mlitary Personne

(1) Includes the cost of the services of active duty forces mlitary
personnel conputed according to policy in DoD 7220.9-M (reference (f)). It
al so includes personnel assigned or used in MWR activities on a pernanent,
temporary, intermttent, or collateral duty basis; does not include any person
with less than 25 percent part-time or collateral duties with MwWR activities.
Costs will be accrued at the standard rates in proportion to time used in
performng duties associated with MAR activities.

(2) Does not include personnel costs that are captured or part
of a subsidiary costing systemto the extent such costs are reported under
anot her expense element of this report (for instance, if maintenance and
repair costs include a proper allocation of |abor charges, such |abor
charges will not be reported under personnel expenses).

b. Civilian Personnel (Services and Benefits). Includes the cost
of the services of civilian personnel paid from appropriated funds. It also
i ncl udes personnel conpensation and benefits, including enpl oyer contri bu-
tions for Federal Enployees Goup Life Insurance, Civil Service Retirenent,
and Federal Enployees Goup Health Insurance. This also includes personne
assigned or use on a pernmanent, tenporary, intermttent, or collateral duty
basis. This does not include any person with less than 25 percent part-tine
or collateral duties wwth MAR activities. Costs shall be accrued in proportion
to time used to performduties associated with MAR activities. This does not
i ncl ude personnel costs that are captured as part of a subsidiary costing
systemto the extent such costs are reported under another expense el ement of
this report.

C. Utilities and Rents

(1) Includes the cost of heat, I|ight, power, water, gas, elec-
tricity, steam and other utility services, except transportation and com
muni cation services. UWility costs shall be reported for all buildings
and facilities used exclusively or predomnantly for MWR activities. For
buil dings or facilities where a portion of the space is dedicated to pre-
dom nantly MWR purposes and the remainder is used predom nantly for non-
MWR functions, utility costs shall be prorated.

(2) When nmetering devices are not available to nmeasure utility
costs for a given facility, an appropriate analytical prorationing formula
Oay be used. UWilities may be prorated on the basis of relative square
footage if such a method does not result im a gross distortion. Uility
costs shall not be reported for a facility that is used predom nantly for
non-MWR purposes and only incidentally for MWR purposes.

(3) Includes rental of equipnment (except transportation equip-
ment) and rental of real property. Wien MAR activities occupy portions
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of bl ocks of space rented by the Governnent, rental charges shall be all o-
cated to MR activities. Relative square footage may be used as the basis
for allocation if this does not produce a gross distortion of the true

costs .

d.  Communications. Includes charges for the transnission of nessages
from place to place, postal charges, telephone and tel etype service, or
tel ephone installation charges. Costs shall include a fair and reasonabl e
charge for the use of telephone instruments.

e. Mintenance and Repair (Including Mnor Construction)

(1) Includes nmaintenance and repair of equipnent, facilities,
and real property supplied through conmercial contracts, or installation
service functions such as post engineer or base civil engineer. |ncludes
the erection, addition, expansion, extension, alteration, conversion or
repl acement of an existing facility or the rel ocation of a facility from
one place to another, providing that the cost of such construction does
not exceed the limts for mnor construction as outlined in DoD Directive
4270. 24 (reference (aa)).

(2) When repair or maintenance funded from appropriated funds
is performed for MWR activities, costs shall be reported to include direct
| abor and naterials. Overhead allocation for general and admnistrative
expenses, supplies and m scellaneous materials, costs or equipnent usage
charges shall be included when subsidiary costing systens are avail able
to allocate such overhead itens of naintenance and repair jobs, or where
such overhead allocation is necessary to prevent a gross underestimte of
mai nt enance and repair costs. Miintenance and repair costs allocated on
the basis of job costing systens, using fixed charges or unit costs for
specific categories of mintenance, nmay be used if such systens provide a
reasonabl e aggregate estimate of maintenance and repair costs.

(3) Maintenance and repair costs shall be allocated to MWR
activities on the basis of sone formof job order system M ntenance
and repair of a shared facility not directly identifiable with either the
MWR or non-MWR portion shall Dbe allocated on a reasonable basis such as
relative square footage. Mnor Oaintenance and repair not separately
i dentifiable as a Daintenance and repair expense need not be allocated
to this expense element as long as such costs are included under ot her
expense elements, such as personnel or supplies.

f. Supplies and Equi pnent. Includes the cost of supplies, equipnent,
and materials that are ordinarily consunmed or expended within 2 years after
they are put into use or are used to forma mnor part of fixed property (such
as repair parts). This does not include supplies consumed in maintenance
and repair when the associated cost is reflected in the expense el enent “Min-
tenance and Repair” as identified in DoD 7220.9-M (reference (f)).

g. Transportation of Persons. |Includes travel and transportation of
persons when the primary purpose of such travel and transportation is the
conduct of MAR activities. Includes comercial transportation fares,
rental of passenger-carrying vehicles, subsistence for travelers such as
per diem allowances, incidental travel expenses such as baggage transfer
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and tel ephone expenses, mleage allowances and tolls, and charges for use of
CGover nment - owned passenger-carrying’ vehicles. For the latter, the expenses may
be conputed by using a standard cost per mle when actual expenses are not
readily identifiable. Also includes tenporary duty travel of personnel enpl oy-
ed by, assigned to, or detailed to MAR prograns, travel of participants in MR
progranms, and permanent change of station (PCS) travel for civilians relocated
to MAR prograns and activities. (The expense shall be charged to the activity
to which the civilian is relocated.)

h.  Transportation of Things. Includes expenses for the transportation of
t hi ngs, whether incurred through contract or use of Government resources. It
al so includes contractual charges by common and contract carrier, rental of
trucks and other transportation equipment, use of nonpassenger vehicles from
base notor pools, and transportation charges for Government airlift, sealift,
and other transportation or logistic support. In addition, it includes trans-
portation of household goods related to PCS travel for civilians relocated (on
a full-tine basis) to MWR prograns and activities. (The expense shall be
charged to the activity to which the civilian is relocated.) Transportation
costs of using Government vehicles may use a standard cost per mle or other
appropriate method as long as it fairly estimates the cost. Charges for
transportation by airlift, or sealift, shall be by the costing method that
states a fair user charge covering both direct and overhead costs as prescribed

in DoD Instruction 7510.4 (reference (bb)).

I Construction of Facilities. Includes costs associated wth con-
struction and acquisition of land funded by mlitary construction appro-
priations neeting criteria for major construction as outlined in DoD
Directive 4270.24 (reference (aa)). Costs shall be reported according to DoD
7220.9-M chapter 36 of reference (f) (such as, progress paynents on facility
construction). Included are design nodification, contract administration,

i nspection, supervision of construction, and other related costs.

j. Equipnent (Investment Type). Includes equi pment having a useful
|ife expectance of nmore than 2 years and an acquisition cost of $300 or nore.

2. Nonappropriated Fund Definitions. The various expense captions shall
i ncl ude aggregations of accounts from current NAF general |edger systens
that nost appropriately correspond to the appropriated fund definitions.
Rei mbursed common services include those expenses provided by Category VI
activities and reinbursed by the benefiting category as identified in DoD
Directive 1015.1 (reference (Q)).
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&

DOD  COVPONENT
FUND | DENTI FI CATTON
NONAPPROPRI ATED FUNDS AVAI LABLE/ PROVECTED USAGE
( SAVPLE FORMAT)

AS OF
Amount of Funds | nvested
As of Cose As of O ose Percent
Current Year Prior Year Change
FUNDS AVAI LABLE N N

perating Cash Invested in Centra
Banki ng Program

Gt her Cash Resources/Local Bal ances:
Local Bank Accounts

Cash on Hand in Change Funds, Petty
Cash Funds, & Conversion Funds

Q her Investnents (Specify)
Fi xed Asset Sinking Funds

Enpl oyee Benefit Sinking Funds !

Tot al Funds®

VALI DATED COWM TMENTS

Cash for Continuing Operations (Conpensating
Bank Bal ances, Operations, Petty Cash,
Change Funds, Accounts Payable, O her
Current Liabilities, etc.)

1

Enpl oyee Benefits (Specify)
Reduction in Long- Term Debt
Capital Projects Included in MWR

Thr ee- Year Pl an
Planned Commtnents Yet to be Validated

Total Projected Usage’

I ncl udes nonies to be paid for enployee retirenment; severance; FlCA:
thrift or savings plans; nedical, dental, and |life insurance, plus disability
(if not included in retirement) workers on pension; unenployment conpensa-
tion; bonuses or incentive awards; noving expenses; and for time not worked
due to sickness, death in famly, annual | eave, holidays, Reserve conponent
5 drills, jury duty, etc.

Total Funds Avail abl e shoul d equal Total Projected Usage, since this report
is to identify the purpose for which available funds are retained/invested.
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EXH BIT A
SAMPLE REPURCHASE
AGREEMENT , SELLER * S
LETTER

Dear Sirs:

Fromtine to time, you may enter into repurchase transactions with us, evidenced
by confirmation fromus to you, pursuant to which we purchase from you specific
securities and you agree to repurchase the sane securities at a specified |ater
date. Attachnent 1 to this letter states the general ternms and condition that
shal | apply to each such repurchase transaction. The confirmation of each such
repurchase transaction, as supplemented by the attachment, shall constitute a

bi ndi ng agreenent between us.

Pl ease acknow edge your acceptance of the foregoing by signing and returning
the enclosed copy of this letter.

Sincerely,

Agreed and accepted this
day of 19( )
Attachment -- 1

Seller’s Agreement and General Ternms and Conditions of Repurchase
Agreenents.
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SELLER * S AGREEMENT
GENERAL TERMS AND CONDI TI ONS OF
REPURCHASE AGREEMENTS

1. Definitions. (a) (Name of NAFI) ; (b) “Buyer, " the person purchasing securi-
ties from ; (c) “Specific Repurchase Agreenment, " the confirmation setting
forth the specific terns for an individual repurchase transaction in which
sells securities to Buyer and agrees to repurchase them (d) “Purchased Securi-
ties," the securities sold by to Buyer; (e) “Purchase Price,” the price at
whi ch Purchased Securities are sold by to Buyer; (f) “Purchase Date,” the
date on which Purchased Securities are sold by to Buyer; (g) “Repurchase
Date,” the date provided in a Specific Repurchase Agreement on which isto
repurchase the Purchased Securities from Buyer; (h) “Repurchase Price,” the
price at which Purchased Securities are to be repurchased on the Repurchase
Date (which is equal to the Purchase Price plus Interest); (i) “Interest,” the
i nterest conponent of the Repurchase Price; (j) “Interest Rate,” the rate at
which interest is calculated;, (k) “Long-Term Specific Repurchase Agreenent,” a
Speci fic Repurchase Agreenent under which the Repurchase Date is nore than 21
days after the Purchase Date; (1) “Pledged Securities,” securities, other than
Purchased Securities, pledged to Buyer by to secure its obligations here-
under; (m “Cash Collateral,” cash pledged to Buyer by to secure its
obligations hereunder; (n) “Collateral,” Pledged Securities and/or Cash

Col lateral; (0) “Margin,” the excess of (i) the nmarket value of the Purchased
Securities under a Specific Repurchase Agreenent plus Attributable Collateral
over (ii) the Repurchase Price thereunder; (p¥ “Oiginal Margin,” the excess on
the Purchase Date of (i) the market value of the Purchased Securities under a
Speci fic Repurchase Agreenment over (ii) the Repurchase Price thereunder; (q)
“Attributable Collateral,” for purposes of determning the anount of Margin,

Col lateral attributed to individual Specific Repurchase Agreenents on the basis
that Collateral is first attributed to restore the Margin under each Specific
Repurchase Agreenent to the Oiginal Margin and thereafter attributed pro rata
on the basis of the Repurchase Prices; amd (r) “Act of Insolvency,” wth

respect to any person, the filing by such person of a petition in bankruptcy,
adj udi cation of such person as insolvent or bankrupt, petition or application
by such person for any receiver or trustee for itself or any substantial part

of its property, conmencenent by such person of any proceeding relating to it
under any reorgani zation, arrangenment, dissolution or liquidation |aw, or the
initiation of any such proceedi ng against such person if such person indicates
by any act its consent thereto or if such proceeding is not dismssed within 30

days.

2. Security Interest and Possession. The buyer is hereby granted a security
interest in and lien upon all Purchased Securities, Pledged Securities, and

Cash Collateral. Upon-Buyer’'s request, shal | deliver Purchased Securities
and Pl edged Securities to Buyer; provided, that shal I, w thout such request,
deliver to Buyer Purchased Securities purchased by Buyer under Long-Term

Speci fic Repurchase Agreements, unless Buyer authorizes to retain such
securities. All Cash Collateral shall be delivered by to Buyer, but shall
be segregated from other funds of Buyer and identified as Cash Collateral.

On the Repurchase Date specified in a Specific Repurchase Agreenent, Buyer’s
security interest in the Purchased Securities subject thereto shall be deened

rel eased upon the tendering of paynent therefor by and Buyer shall there-
upon deliver to any such Purchased Securities previously delivered by
to Buyer.
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3. Margin Mintenance--Qoligation. If at any time the Margin under a
Specific Repurchase Agreement is not equal to at |east 100% of the Original
Margin, Buyer may fromtine to time require to provide Collateral so
that the Original Margin is restored. At the option of , the Collatera
shal| consist of Pledged U S. Treasury Securities acceptable to buyer and/or
Cash Col lateral.

4. Margin Miintenance--Buyer's Cbligation. If at any time the Margin under

a Specific Repurchase Agreenent exceeds 120% of the Original Margin (a “Margin
Excess”), may require Buyer to elect either (a) to deliver cash to or
(b) to release fromits security interest and Iien such Collateral (whether

or not Attributable Collateral) and/or Purchased Securities thereunder as
selects, or to elect some conbination of (a) and (b), so that a Margin Excess

no | onger exists; provided, however, that _ shall select Purchased Securities
in the case of an election under clause (b) only if there is then no Collateral.
Upon the release of any Collateral or Purchased Securities that were previously
del i vered by to Buyer, Buyer shall return such Collateral or Purchased

Securities to

5. Principal Paynents, Interest, and Dividends. Except as provided in para-
graph 12. below, all principal payments in respect of, and all interest and
di vi dends paid or payable on, the Purchased Securities and Pledged Securities
(“I'nconme”) shall be the property of and ownedby . Buyer shall deliver

| ncone to on the date on which it is payable.

6. Substitution. shall be entitled at any time to substitute U S.
Treasury Pledged Securities and/or Cash Collateral (the “Substituted Assets”)

for Purchased Securities, Pledged Securities, or Cash Collateral (“Replaced
Assets”), provided that the Substituted Assets are reasonably acceptable to

Buyer and have a nmarket value equal to at |east the nmarket value of the
Repl aced Assets.

/. Buyer Representations. The buyer represents and warrants that it is duly
authorized to enter into this Agreenent and the transactions contenpl ated

in it and that the person signing this Agreement on behalf of Buyer is duly
authorized to act on its behalf.

8. Representations. represents and warrants that it is duly authorized
to enter into this Agreement and the transactions contenplated in it and that
the person signing this Agreement on behal f of Is duly authorized to act

on its behalf.

9. Paynent and Delivery. Unless otherwise [Jutually agreed, all paynents
hereunder and under each Specific Repurchase Agreenent shall be in immediately
avai |l able funds. All deliveries of securities by one party to the other party
shall be in suitable formfor delivery or shall be acconpanied by duly executed
I nstrunments of transfer or assignmentinblankandsuchother docunentation as
the party receiving possession may reasonably request. The buyer shall not,
however, cause any such transfer of securities to be registered, except as
provided in paragraph 12., below. Al deliveries shall be affected within the
delivery time scheduled fromtime to time by the New York C earing House

Associ ati on.
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10.  Market Value Determnation. The nmarket value of all Purchased Securities
and Pl edged Securities shall be determned daily at the close of business by
using the “bid” price for the securities in question as it appears in the

nmost current issue of The Wall Street Journal or such other source as is
mutual | y acceptable to Buyer and .

II. Segregation of Securities. All Purchased Securities and Pl edged Securi -
ties, held by Buyer or his or her designated bank shall be segregated from
other securities in the possession of the holder and shall be identified as
subject to this Agreement. Segregation may be acconplished by appropriate

i dentification on the books and records of the hol der.

12. Default. In the event that (i) fails to repurchase any Purchased
Securities upon the Repurchase Date relating thereto; (ii) fails, after
one business day’'s notice, to conply with paragraph 3, above, or (iii) an Act
of Insolvency occurs with respect to (each a * Defaul t”):

(A) At the option of Buyer, exercised by witten notice fo. , obliga-
tions under each Specific Repurchase Agreenent to repurchase Purchased Securi -
ties shall thereupon become imediately due and payable. In such event, the

Repurchase Price under each Specific Repurchase Agreenent shall be adjusted

to equal the sumof (i) the Purchase Price plus (ii) interest thereon, at the

Interest Rate, fromthe Purchase Date until payment thereof plus (iii) to the

extent permtted by applicable law, interest on the Interest conponent of such

adj usted Repurchase Price, at the Interest Rate, fromthe date on which the
Default occurs until the day of paynent of such Interest conponent.

Such adjusted Repurchase Price is hereafter referred to as the * Li abi | -

ity."

(B) If Buyer exercises the option referred to in subparagraph (A) of this
paragraph, all income payable thereafter shall be applied by Buyer to the
Seller’'s Liability.

(C) The buyer may, after giving one business day’s notice to (but no
such notice shall be required in the event of an Act of Insolvency); (i) sell
any or all Purchased Securities and/or any or all Pledged Securities and apply
the proceeds thereof to the Liability and/or (ii) apply Cash Coll ateral
to the Liability. Al sales shall be in a recognized market at such price
or prices as Buyer may reasonably deem satisfactory.

(D) The buyer may register the transfer of any securities delivered to
it by whether such delivery occurred subsequent or prior to the Def aul t.

13.  Buyer Default. In the event that (i) Buyer fails to deliver any
Purchased Securities to upon the relevant Repurchase Date agai nst paynent
therefor, (ii) Buyer fails to conply with paragraph 4., above, or (iii) an Act
of Insolvency occurs with respect to Buyer (each a “Buyer Default”).
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SAMPLE REPURCHASE
AGREEMENT , PURCHASER * S
LETTER

Dear Sirs:

Fromtime to tine, you nmay enter into repurchase transactions with us,
evi denced by confirmations fromus to you, pursuant to which you purchase
fromus specific securities and we agree to repurchase the same securities at
a specific later date. Attachment 1 to this letter states the general terns
and conditions that shall apply to each such repurchase transaction. The
confirmation of each such repurchase transactions, as supplenented by shal
constitute a binding agreement between us.

Pl ease aknow edge your acceptance of the foregoing by signing and
returning the enclosed copy of this letter.

Very truly yours,

Agreed and Accepted this
day of 19( )
Attachment -- 1

Purchaser’s Agreement -- General Terns and Conditions of
Repur chase Agreenents.
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PURCHASER ° S AGREEMENT

GENERAL TERMS AND CONDI TI ONS OF
REPURCHASE AGREEMENTS

1. Definitions. (a) (Name of NAFI) ; (b) “Seller, " the person selling securities
to ; (c) “Specific Repurchase Agreement, " the confirmation
outlining the specific terns for an individual repurchase transaction in

whi ch Seller sells securities to and agrees to repurchase them (d) “Purchased
Securities ,” the securities sold to

by Seller; (e) “Purchase Price, " the price at which Purchased Securities are

sold to by Seller; (f) “Purchase Date,” the date on which Purchased
Securities are sold to by Seller: &ﬁ) “Repurchase Date,” the
date provided in a Specific Repurchase Agreement on which Seller is to repur-

chase the Purchased Securities from , (h) “Repurchase Price,”
the price at which Purchased Securities are to be repurchased on the Repurchase
Date (which is equal to the Purchase Price plus Interest); (i) “Interest,” the

i nterest conmponent of the Repurchase Price; (j) “Interest Rate,” the rate at
which Interest is calculated; (k) “Long-Term Specific Repurchase Agreenent,”

a Specific Repurchase Agreement under which the Repurchase Date is nore than

21 days after the Purchase Date; (1) “Pledged Securities,” securities, other

t han Purchased Securities> pledged to by Seller to secure its
obl i gations hereunder; (m} “Cash Collateral,” cash pledged to by
Seller to secure its obligations hereunder; (n) “Collateral,” Pledged Securities

and/ or Cash Collateral; (o) “Margin,” the excess of (i) the market value of the
Purchased Securities under a Specific Repurchase Agreenent plus Attributable
Col lateral over (ii) the Repurchase Price thereunder; (p) “Original Mrgin,”
the excess on the Purchase Date of (i) the market value of the Purchased
Securities under a Specific Repurchase Agreenent over (ii) the Repurchased
Price thereunder; (q) “Attributable Collateral,” for purpose of deternining
the amount of Margin, Collateral attributed to individual Specific Repurchase
Agreenents on the basis that Collateral is first attributed to restore the
Margi n under each Specific Repurchase Agreenent to the Oiginal Mrgin and
thereafter attributed pro rata on the basis of the Repurchase Prices; and

(r) “Act of Insolvency,” with respect to any person, the filing by such
person of a petition in bankruptcy, adjudication of such person as insolvent
or bankrupt, petition or application by such person for any receiver or
trustee for itself or any substantial part of its property, conmencenent

by such person of any proceeding relating to it under any reorganization,
arrangement, dissolution or liquidation law, or the initiation of any such
proceedi ng agai nst such person if such person indicates by any act its

consent thereto or if such proceeding is not dismssed within 30 days.

2. Security Interest and Possession. I s hereby
granted a security interest in and |lien upon all purchased Securities, Pledged
Securities and Cash Collateral. Upon request, Seller shall
deliver Purchased Securities and Pl edged Securities to ’
provided, that Seller shall, wthout such request, deliver to Purchased
Securities purchased by ° under Long-Term Specific Repurchase
Agreenents, unless authorizes Seller to retain such
securities. Al Cash Collateral shall be delivered by Seller to )
but shall be segregated from other funds of and identified as Cash
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Collateral. On the Repurchase Date specified in a Specific Repurchase Agree-

nent, security interest in the Purchased Securities subject
thereto shall be deened released upon the tendering of paynent therefor by
Seller, and shal | thereupon deliver to Seller any such

Purchased Securities previously delivered by Seller to

3. Margin Miintenance -- Seller’s Cbligation. If at any tinme the Margin under
a Specific Repurchase Agreement 1s not equal to at |east 100% of the Original

Mar gi n, may fromtime to time require Seller to
provide Collateral so that the Oiginal Margin is restored. At the option of
Seller, the Collateral shall consist of Pledged Securities reasonably acceptable

to and/or Cash Coll ateral.
4. Margin Mintenance Obligation. If at any tine the Margin
under a Specific Repurchase Agreement exceeds 120% of the Original Margin (a
“Margin Excess”), Seller may require to elect either (a) to

deliver cash to Seller or (b) to release fromits security interest and lien
such Col lateral (whether or not Attributable Collateral) and/or Purchased
Securities thereunder as Seller selects, or to elect sonme conbination of (a)
and (b), so that a Margin Excess no longer exists; provided, however, that
Seller shall select Purchase Securities in the case of an election under clause
(b) only if there is then no Collateral. Upon the release of any Collateral or
Purchased Securities that were previously delivered by Seller to
shall return such Collateral or Purchased Securities to Seller.

5. Princi pal Paynents, Interest and Dividends. Except as provided in Para-
graph 11., above, all principal paynents in respect of, and all interest and
di vidends paid or payable on, the Purchased Securities and Pl edged Securities
(“I'ncome”) shall be the property of and owned by Seller.
shal | deliver Incone to Seller on the date on which it is payable.

6. Seller Representation. Seller represents and warrants that it is duly
authorized to enter into this Agreement and the transactions contenpl ated
hereunder and that the person signing this Agreement on behalf of Seller is
duly authorized to act on its behalf.

7. Representations. represents and warrants that it is duly
authorized to enter into this Agreenment and the transactions contenplated here-
under and that the person signing this Agreenent on behal f of
is duly authorized to act on its behal f.

8. Paynment and Delivery. Unless otherwise nmutually agreed, all paynments

hereunder and under each Specific Repurchase Agreenent shall Dbe in inmediately

available funds. Al deliveries of securities by one party thereto to the

other party shall be in suitable formfor delivery or shall be acconpanied

by duly executed instrunents of transfer or assignnent in blank and such

other docunentation as the party receiving possession nmay reasonably request.
shal | not, however, cause any such transfer of securities

to be registered; except as provided in paragraph 11, above. Al deliveries

shal|l be effected within the delivery time scheduled fromtime to time by

bank wre.
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9. Market Value Determination. The market value of all Purchased Securities
and Pledged Securities shall be determned daily at the close of business by
using the “bid” price for the securities in question as it appears in the
nmost current issue of The Wall Street Journal or such other source as is
mutual |y acceptable to Seller and

10.  Segregation of Securities. Al Purchased Securities and Pledged Securities,
whet her hel d by or Seller, shall be segregated from other
securities in the possession of the holder and shall be identified as subject

to this Agreement. Segregation Oay be acconplished by appropriate identifica-
tion on the books and records of the hol der.

11.  Seller Default. In the event that (i) Seller fails to repurchase any
Purchased Securities upon the Repurchase Data relating thereto, (ii) Seller

fails, after one business day's notice, to conply with paragraph 3., above, or
(iii) an Act of Insolvency occurs with respect to Seller (each a “Seller Default”):

(A) At the option of , exercised by witten notice to Seller,
Seller’s obligation under each Specific Repurchase Agreenent to repurchase
Purchased Securities shall thereupon becone inmediately due and payable. In
such event, the Repurchase Price under each Specific Repurchase Agreenent shal
be adjusted to equal the sumof (i) the Purchase Price plus (ii) interest
thereon, at the Interest Rate, fromthe Purchase Date until paynent thereof
plus (iii) to the extent permtted by applicable law, interest on the Interest
conponent of such adjusted Repurchase Price, at the Interest Rate, fromthe
date on which the Seller Default occurs until the date of payment of such
| nterest conmponent. Such adjusted Repurchase Price is hereafter referred to
as the “Seller Liability.”

(B) If exercises the option referred to in subparagraph
(A) of paragraph 11, all Incone payable thereafter shall be applied by buying
to the Seller Liability.

(c) may, after giving one business day's notice
to Seller (but no such notice shall be required in the event of an Act of
| nsol vency), (i) sell any or all Purchased Securities and/or any or all
Pl edged Securities and apply the proceeds thereof to the Seller Liability
and/or (ii) apply Cash Collateral to the Seller Liability. All sales shall
be in a recognized market at such price or prices as may
reasonably deem satisfactory.

(D) Seller shall immediately deliver to any Purchased
Securities and Pledged Securities then in Seller’s possession.

(E) may register the transfer of any securities delivered
to it by Seller, whether such delivery occurred subsequent or prior to the
Seller Default.

12. Default. In the event that (i) fails to
deliver any Purchased Securities to Seller upon the relevant Repurchase Date
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